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1 I. INTRODUCTION

2 Q. PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS

3 ADDRESS.

4 A. JuliusA. Wright, President,J.A. Wright & Associates,Inc., 3037LoridanWay,

5 Atlanta,Georgia30339.

6 Q. BY WHOM AND IN WHAT CAPACITY ARE YOU EMPLOYED?

7 A. I am a consultantto regulatedutilities and public bodieson issuesrelatedto

8 economics,economicmodeling, regulatorypolicy, industry restructuring,and

9 resourceplanning. I am presentingtestimony on behalf of Duke Energy

10 Carolinas,LLC (“Duke EnergyCarolinas”orthe“Company”)in this docket.

11 Q. PLEASE DESCRIBE YOUR EDUCATIONAL AND PROFESSIONAL

12 EXPERIENCE.

13 A. I receivedanundergraduatedegreefrom ValdostaStateCollege(BS Chemistry),

14 anMBA in Financefrom GeorgiaStateUniversity, and a Master’sand Ph.D. in

15 Economicsfrom North CarolinaStateUniversity, whereI focusedon regulatory

16 and environmentaleconomics. Among otherpast experiences,I servedas a

17 Commissioneron theNorthCarolinaUtilities Commissionfrom 1985 to 1993. I

18 am currentlyPresidentof J. A. Wright & Associates,Inc., a consultingfirm that

19 specializesin gas,electricandtelecommunicationsregulatoryissues.

20 Overthe past14 yearsin my consultingpracticeI havedealtextensively

21 with electric and naturalgasutilities focusingon a numberof issues. In this

22 context, I have testified beforeregulatorycommissionsand legislative bodies,
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I presentedstudies and authoredreports on issuesrelated to electric and gas

2 regulation,and I havebeena guestspeakerat the BonbrightConference,other

3 seminars,and at the GeorgiaInstitute of Technology. I was also one of three

4 economistsengagedby the CaliforniaStateAuditor to examinetheproblemsthat

5 led to that state’srecentelectricenergycrisis. Furthermore,in the last few yearsI

6 have worked with several utilities on the most effective way to reorganize

7 transmissionassetsfrom both a business/marketplacestructureand financial

8 structure,while accommodatingthe FederalEnergyRegulatoryCommission’s

9 (“FERC’s”) transmissionpolicies. See WRIGHT EXHIBIT 1 for additional

10 detailson my background.

11 Q. WHAT IS THE PURPOSEOF YOUR REBUTTAL TESTIMONY?

12 A. I am respondingto the direct testhnonyfiled by PeterA. Bradford on behalfof

13 Friends of the Earth. I explain in my testimonythat the South CarolinaGeneral

14 Assemblyhas specificallyprovided a statutoryprocessfor this Commissionto

15 determine the prudency of Duke Energy Carolina’s decision to incur pre-

16 constructioncosts for its William StatesLee, ifi NuclearStation (“Lee Nuclear

17 Station”). As opposedto Mr. Bradford’sopinion. I do notbelievethatDukeEnergy

18 Carolina’s application in this proceeding,or the assurancesprovidedfor by the

19 GeneralAssemblyin theBaseloadReviewAct (theAct”), will harmcustomers.On

20 thecontrary,it is my opinionthat if theConmiissiondoesnot approvetheprudency

21 of Duke Energy Carolina’s decisionto incur pre-constructioncosts for the Lee

22 Nuclear Station as provided for by the GeneralAssembly, customerscould be

3
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1 harmedbecausethis greenhousegasemission-freebaseloadgenerationresource

2 could effectivelyceaseto be anoptionfor DukeEnergyCarolina’scustomersin

3 the2018timeframe.

4 Q. HOW DID YOU PREPARE FOR THIS TESTIMONY AND WHAT

5 EXPERIENCE DO YOU HAVE THAT IS PARTICULARLY RELEVANT

6 TO THIS PROCEEDING?

7 A. In preparingfor this testimonyI reviewedtheApplicationfiled by theCompany

8 in this docket,thefiled direct testimonyof theotherparties,theBaseloadReview

9 Act, books on the subjectof regulationand prudence,and some of my work

10 relatedto this Company’s IntegratedResourcePlan (“IRP”). I also reviewed

11 otherdocumentsor studiesrelatedto the issuesbeingdiscussedin this case.

12 In termsof my experiencein thesematters,I haveworkedfor the last 20

13 plus yearsin the field of electric and gas regulation,primarily in the Southeast

14 andoften in South CarolinaandNorthCarolina. This workhasinvolved,among

15 other things, severalstudiesrelatedto forecastingfuture electric demandand

16 futureelectricprices,work relatedto reviewingorhelpingto prepareIRPsin both

17 South Carolina and North Carolina as well as other Southeasternstates. In

18 addition,while servingasaNorth CarolinaUtility CommissionerI participatedin

19 the ratecasesthat brought into ratesthe last threenuclearplantsbuilt in South

20 CarolinaandNorth Carolina. In short, I haveratheruniqueexperiencein dealing

21 with nuclearpower facilities and planning as it relates to this region of the

22 country.
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1 I also servedthreetermsin the North CarolinaState Senate,thus I am

2 acutely aware of the legislative processthat accompaniesthe passageof

3 legislationlike SouthCarolina’sAct. Furthermore,I wasinvolved internallywith

4 a SouthCarolinaelectricutility in reviewingthisAct andproposedrevisionsasit

5 was being discussedand moving through the South Carolina Legislature(the

6 “Legislature”). ThusI alsohavewhat I feel is somepertinentqualificationswith

7 respectto the variousconsiderationsrelatedto thepassageof theAct, its intent,

8 andhowit relatesto thecurrentproceeding.

9 Q. PLEASE SUMMARIZE THE BASIC POINTS IN YOUR REBUTTAL

10 TESTIMONY.

11 A. Contraryto Mr. Bradford’sopinion, I do not believethat DukeEnergyCarolina’s

12 application in this proceeding,or the assurancesprovided for by the General

13 Assemblyin theBaseloadReviewAct (theAct”), will harmcustomers.

14 Mr. Bradford apparentlybasesmuchof his argumenton the contention

15 that this hearing is related to the prudence of cost recovery of both

16 preconstructionand constructioncosts. First, the statutory processoutlined in

17 South Carolina’sBaseloadReviewAct is very specific abouttheproceduresfor

18 developing and approvinga new nuclearplant. Theseproceduresadequately

19 addressall the issuesMr. Bradford raisesand, contraryto his view, adequately

20 protect the interestof ratepayers. Moreover,while Mr. Bradford discussescost

21 recoveryat length in his testimony,the issueofrecoveryofpre-constructioncosts

22 is reservedfor a separateproceedingas is the issue of recovery of plant

5
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1 constructioncosts. In addition,unlike auditsand prudencereviews conducted

2 afteror nearthe time a plant is operational,asusuallyhappenedin the past,the

3 ongoing monitoring of costs and construction schedulesby the Office of

4 RegulatoryStaff, dictatedby the BaseloadReviewAct, effectively providesan

5 ongoingand contemporaneousprudencyreview. I believethis canbe a much

6 moreeffectiveandefficient reviewprocessif the objectiveis to basethe review

7 on what is known andknowableat the time decisionsaremade— which is the

8 historical standardof review with respectto prudencereviews undertakenby

9 utility regulators.

10 Onefinal importantpoint that needsto beemphasizedis that this hearing

11 is aboutplanningfor thefuture,keepingthenuclearoptionopen,andthe statutory

12 obligation that this Commission and Duke Energy Carolinasmust fulfill in

13 planningandbuilding to meetfutureelectricdemandusing areliablemix of fuel

14 resources.It is my opinionif the Commissiondoesnot approvethe prudencyof

15 DukeEnergyCarolina’sdecisionto incurpre-constructioncostsfor theLeeNuclear

16 Station customerscould be harmedbecausethis greenhousegas emission-free

17 baseloadgenerationresourcecould effectively ceaseto be an option for Duke

18 EnergyCarolina’scustomersin the2018timeframe.
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1 II. RESPONSERELATED TO THE ISSUEOF THE BASELOA])

2 REVIEW ACT AND PRUDENCE

3 Q. ON PAGE 5 OF HIS TESTIMONY, AT LINES 11 THRU 17, MR.

4 BRADFORD IMPLIES THAT THE PROCEDURES UNDER SOUTH

5 CAROLINAS BASELOAD REVIEW ACT PROVIDE DUKE ENERGY

6 CAROLINAS AN “EXTRAORDINARY BENEFIT.” DO YOU AGREE?

7 A. No, thenotionthattheAct givesDukeEnergyCarolinasanextraordinarybenefit

8 is simply not accurate. This claim is apparentlybasedon Mr. Bradford’s

9 contentionthat the Act allows a finding of prudencerelatedto “the decisionto

10 constructtheproposednuclearunit” alongwith therecoveryof“a verysubstantial

11 portion” of the plannedconstructioncostsof the plant beforethe plant’s final

12 impacton ratesis determined(page5, beginningon line 13). First, thishearingis

13 not aboutthe recoveryof plant constructioncosts. Contraryto Mr. Bradford’s

14 conclusionin his discussionon this point,Dukehasnotdecidedto build theplant

15 andappropriatefilings involving that decisionwould comeat a laterdateif and

16 when sucha decisionis made. Second,his opinion that the current statutory

17 framework in South Carolina under which this filing is made is somehow

18 improperor doesn’tprotectratepayers’interest(which hesuggestsbothhereand

19 on thenextpage6, lines 1 thru 3) is simplyinaccuratein my opinionanddoesnot

20 properly credit the various customerprotections and regulatory oversight

21 containedin the Act. Third, I believehis statementsregardingthe conceptof

22 prudenceasit relatesto regulatoryoversight,bothhereandin latersectionsof his

7
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1 testimony,yield animproperview asto thedeterminationofprudenceasit relates

2 to therecoveryofcostsin aregulatorysetting.

3 Q. IN YOUR PREVIOUS ANSWER YOU STATE THAT THE NOTION

4 THAT THE ACT GIVES DUKE ENERGY CAROLINAS AN

5 EXTRAORDINARY BENEFIT IS INACCURATE AND DOES NOT

6 PROPERLY CREDIT THE CUSTOMER PROTECTIONS AND

7 REGULATORY OVERSIGHT CONTAINED IN THE ACT. ON WHAT

8 DO YOU BASE THIS CONCLUSION?

9 A. This statementis bestexplainedby simply reviewingthe processestablishedby

10 theAct. Thediagrambelow is a simplified view of theproceduresestablishedin

11 the Act. As this diagram illustrates,the processenvisionsthreeprimary steps

12 (though along this three step processan applicant may file to recoverpre-

13 constructioncostsin a separateproceedingandcan file modificationsto its plans

14 and for a review of rates). This threestep processconsistsof (1) a project

15 developmentapplication,(2) aBaseloadReviewApplication andwhat I will refer

16 to asa siting certificateor combinedapplication,and (3) ongoingoversightand

17 monitoringby theOfficeofRegulatoryStaff(“ORS”). As this diagramindicates,

18 DukeEnergyCarolina’sprojectdevelopmentapplicationat issuein this Docketis

19 thevery first stepofthis process.Theissueofrecoveryof pre-constructioncosts

20 is reservedfor a separateproceeding. Moreover,asshownin the diagram,the

21 review of the costs related to plant constructionare not addressedin this

22 proceeding,asMr. Bradfordwould apparentlyprefer,but ratherthosecostsareto

8
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1 be filed and reviewedin the secondstep of this the process,called a Baseload

2 ReviewApplication.
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3 Q. DO YOU BELIEVE THE PROCESS PROVIDED UNDER SOUTH

4 CAROLINA’S BASELOAD REVIEW ACT PROPERLY ADDRESSES

5 THE COST CONCERNS AND THE INTERESTS OF RATEPAYERS

6 RAISED BY MR. BRADFORD?

7 A. Yes, the processin place in South Carolina will provide an adequate

8 reviewof all costsassociatedwith the constructionof theproposedLeeNuclear

9 Facility and I believe, as did the South Carolina Legislature, that it will

10 adequatelyprotect the interestof ratepayers. Indeed,the very title of the Act

11 begins with the declaration that the “Act [is] to protect South Carolina
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1 ratepayers.”Moreover,if onereadstheAct therearesufficientprovisionsforthis

2 Commissionand other parties to question all the costs related to the plant,

3 including thepre-constructioncosts. Theprovisionfor ongoingquarterlyreports

4 andmonitoring of the constructionprocessby the ORS alsoprovidesprotection

5 for customers.

6 I would add that from my experienceas a legislator and in my work

7 following the developmentofthis law, it is undeniablethataprimaryfocus,andI

8 would say~ primary focus, of the Legislaturewas the protectionof South

9 Carolina’s ratepayers from excessive or imprudent costs coupled with a

10 reasonableprocessfor monitoringthe ongoingconstructionof a nuclearfacility.

11 At thesametime, in adoptingtheAct the Legislaturehadthe additionalpurpose

12 ofprovidingamoreeffectiveandefficient regulatoryprocessthat would promote

13 the constructionof nucleargenerationin SouthCarolina. In fact, prior to the

14 passageof the BaseloadReview Act, the South Carolina Legislature, had

15 endorsedthe developmentof newnucleargeneratingfacilities in the statein its

16 June1, 2006 Joint Resolution(H. 5236), “A ConcurrentResolutionto Advance

17 the Need for Electric Utilities to Build New NuclearPowerPlants in South

18 Carolina and to Urge the Office of Regulatory Staff and the Public Service

19 Commissionto EncourageSuchConsideration.”In sum,Iwould suggestthat Mr.

20 Bradford’scomplaintsabout the statutoryprocessare really not relatedto this

21 hearing,but wouldmoreproperlybeaddressedto the SouthCarolinaLegislature

22 andtheproceduresit hasestablishedundertheAct andtheLegislature’sdecision
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1 to support the developmentof nucleargeneratingplants for the benefit of its

2 citizens.

3 Q. PLEASE EXPLAIN HOW TIlE ACT PROVIDES AN OPPORTUNITY TO

4 REVIEW THE PRUDENCY OF PRE-CONSTRUCTION COSTS?

5 A. Contrary to Mr. Bradford’s claims, there is ample opportunity for this

6 Commissionand otherparties to review and dispute specific pre-construction

7 costs. Let me explainby reviewingexactlywhat the Companyis requestingin

8 this docketandwhat theAct requiresat this stageoftheprocess.TheCompany

9 has filed, pursuant to the Act, a Project DevelopmentApplication which

10 establishesthe needfor the Companyto preservethe Lee NuclearStation as a

11 resourceoption to meetcustomers’continuingneedfor powerand the needto

12 incur pre-constructioncosts for the facility. UnderS.C. Code §58-33-225,the

13 Commissioncan issuea ProjectDevelopmentOrderin this proceedingaffirming

14 theprudencyof theutility’s decisionto incurpre-constructioncostsfor a nuclear

15 plant. But contraryto Mr. Bradford’sassertionsin his testimony,in issuing its

16 project developmentorder, the PSCSC “may not rule on the prudencyor

17 recoverabilityofspecificitemsofcost.” Id.

18 In a futureproceeding,however,theproject developmentcosts“must be

19 properly includedin the utility’s plant-in-serviceand must be recoverablefully

20 throughrates in futureproceedings,”unlessthe record in the future proceeding

21 shows that individual items of cost were imprudently incurred or that “other

22 decisions subsequentto the issuanceof a project developmentorder were

11
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1 imprudentlymadeconsideringtheinformationavailableto theutility at thetime

2 theyweremade.” S.C.CodeAnn. §58-33-225(E).

3 Q. IS THIS PRE-CONSTRUCTION PRUDENCE REVIEW UNIQUE TO

4 SOUTH CAROLINA?

5 A. No it is not. Otherstateshaveregulatorypoliciesthat provideassuranceofcost

6 recovery in advance of baseloadplants, such as nuclear facilities, being

7 completed.Forexample,NorthCarolinahasastatute,N.C. Gen.Stat. §62-110.7,

8 that is essentiallyidentical to S.C. Code §58-33-225in that it allows the North

9 CarolinaUtilities Commission(“NCUC”) to approvethe prudencyof a utility’s

10 decisionto incurnuclearprojectdevelopmentcosts,but doesnot allow theNCUC

11 to rule on the reasonablenessor prudenceof specific project development

12 activitiesor specific items ofcost. Evenbeforetheenactmentofthis statute,the

13 NCUC authorizedDukeEnergyCarolinasto incur developmentcostsfor theLee

14 Nuclear Station throughDecember31, 2007, not to exceedthe North Carolina

15 allocableportion of $125 million in its October9, 2007 Orderof Clarification

16 ConcerningDevelopmentCostsin NCUC DocketNo.E-7, Sub819.

17 Likewise,Floridahasaregulatoryframeworkthatallows for the recovery

18 ofnuclearplant siteselectionandpre-constructioncosts evenbeforeconstruction

19 is completeand the plant is placed in service. Section366.93 of the Florida

20 Statutes,which becamelaw in June 2006, reflects the Florida Legislature’s

21 support for the developmentof new nuclearpower generationin Florida. It

22 requirestheFlorida Commissionto establishrulesproviding for alternativecost

12
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1 recoverymechanismsfor the recoveryof costs incurredin the siting, design,

2 licensing, and constructionof a nuclearpower plant. It further requiressuch

3 mechanismsto bedesignedto promoteutility investmentin nuclearpowerplants

4 andto allow for therecoveryin ratesofall prudentlyincurredcosts. As directed

5 by theFloridastatute,theFloridaCommissionhasadoptednewrulesthatpermit

6 investor-ownedelectricutilities to requestpartial recoveryof the planningand

7 constructioncostsof a nuclearpowerplant prior to commercialoperationof the

8 plant.

9 The Louisiana Public Service Commission also has issued an Order

10 entitled“IncentiveCostRecoveryRulefor NuclearPowerGeneration”thathasa

11 threestepprocessfor cost recoveryof nucleargenerationthat is similar to the

12 South Carolinaprocessin that it addressesthe issueof ongoingcostreviewsand

13 therelatedprudenceofthesecosts. Thefirst stepis forcostrecoveryofsiting and

14 licensing, the secondstep addressesrecoveryof costs betweenlicensing and

15 construction,the third step addressesconstructioncost recovery. A utility can

16 recoverconstructionwork in progress(“CWIP”) at all threestepson the costs

17 approvedup to thattime, andthereareannualreviewsof theprudencyofcostsin

18 all threephasesoftheregulatoryprocess.

19 Iowa, Kansas,and Wisconsinall haveprovisionsfor an electric utility to

20 apply in advancefor the rate-makingprinciple that will applyto the proposed

21 facility. This is similar to theprovisionsfor establishingrate-makingprinciplesin

22 theBaseloadReviewOrderfollowing a BaseloadReviewApplication.
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1 Q. SHOULD THE COMMISSION APPROVEDUKE ENERGY CAROLINA’S

2 REQUEST IN THIS HEARING, DOES IT REMOVE THE ISSUE OF

3 ADDITIONAL REGULATORY OVERSIGHT OF CONSTRUCTION

4 COSTS AND FURTHER PRUDENCE REVIEWS FROM FUTURE

5 CONSIDERATIONS?

6 A. No it doesnot. CommissionapprovalofDukeEnergyCarolina’srequestdoesnot

7 removethe issueof additional regulatoryoversight of constructioncosts and

8 furtherprudencereviews from future considerations.As I showin the diagram

9 presentedaboveand asprovidedin the Act thereis ampleopportunityfor other

10 parties,the ORS and this Commissionto review and disputefuture costs, both

11 constructionand pre-construction. In addition, as I have alreadystated,if the

12 Companydecidesto proceedwith constructionandthis decisionis approvedin a

13 futurehearingcalleda BaseloadReviewApplication,the Companywill haveto

14 provideongoingquarterlymonitoringreportsto theORS. Also underprovisions

15 in theAct theORS “shall conducton-goingmonitoringof theconstructionofthe

16 plant and expenditureof capital through review and audit of the quarterly

17 reports...andshall havetheright to inspectthe booksandrecordsregardingthe

18 plant and the physicalprogressof constructionupon reasonablenotice to the

19 utility” (S.C. Code §58-33-277(B)) This ORS monitoring and the required

20 quarterly reports actually increasesthe level of regulatory scrutiny of the

21 constructionprocessas comparedto whatwas requiredprior to the adoptionof

22 the Act. Moreover, unlike auditsand prudencereviewsconductedafter or near
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1 the time a plant is operational,as usuallyhappenedin the past, the ongoing

2 monitoring dictated by the Act provides, in effect, an ongoing and

3 contemporaneousprudencyreview. I believethis canbe a muchmoreeffective

4 and efficient review processif the objective is to basethe review on what is

5 known and knowableat the time decisionsaremade— which is the historical

6 standard of review with respect to prudencereviews undertakenby utility

7 regulators.

8 Q. MR. BRADFORD INDICATES ON PAGE 6, LINES 7-12, THAT

9 HISTORICALLY, UTILITY REGULATORS UNDERTOOK PRUDENCE

10 REVIEWS ALMOST ALWAYS AFTER EVENTS LED TO

11 SUBSTANTIAL RATES INCREASES. IS THIS RELEVANT TO

12 TODAY’S HEARING?

13 A. It is not relevantto this caseor what is beingrequestedby the Companysimply

14 becausehis assertionis predicatedon the proposedLee NuclearStation being

15 built — andthat decisionhasnot yetbeenmade. Mr. Bradfordseemsto losesight

16 that the Company’s application is an interim regulatory step to allow the

17 Companyto proceedto incurpre-constructioncostsin orderto developtheplans

18 and costs and maintain the Lee NuclearStation as a future resourceoption

19 availableby 2018 basedon currenttiming estimates.At suchtime in the future

20 that the Companydeterminesto proceedto constructionof the Lee Nuclear

21 Station,it will first haveto seekthis Commission’sapproval.

22 However,his statementthat regulatorshistorically usedan after-the-fact

15
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1 prudencereview is accurate. This historical perspectiveof prudencereviews

2 actually illustratesa majorreasonwhy I believethe South CarolinaLegislature

3 adoptedthe Act — that beingto moveawayfrom after-the-factprudencereviews

4 and adopt a more contemporaneous,ongoing, and more closely monitored

5 constructionprocess.

6 Q. ON PAGE 7, LINES 2-6, MR, BRADFORD INDICATES THAT “A

7 TRANSACTION MAY PASS A REVIEW BASED ON THE LEVEL OF

8 INFORMATION PROVIDED IN THIS PROCEEDING ONLY TO BE

9 REVEALED AS IMPRUDENT BY LATER RATE IMPACTS...” IS THIS

10 AN APPROPRIATE GUIDELINE FOR THE DETERMINATION OF

11 PRUDENCE IN THE REGULATORY MODEL?

12 A. The prudencestandardhe is suggestingis inconsistentwith the new statutory

13 processprovided in the Act and I believe it suggestsa standardof prudence

14 reviewbasedonhindsight,asopposedto the contemporaneousauditingprovided

15 in theAct. In addition,for his positionto be relevantto thisproceedingonemust

16 assumethatthereis informationthat is knownat thetime ofthis proceedingthat

17 eitherthe Companyor this Commissionhaswithheld from the public. This is

18 simply not true. Second,his argumentrequires that even with an ongoing

19 monitoring of the constructionprocessby the ORS, if circumstancesleadto a

20 significant rate impact, this somehowautomatically invokes the specterof

21 imprudence,eventhough informationavailableat the time would not support

22 sucha claim. Thisposition,while relevantto thehistoricalregulatoryprocess,is
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1 not really supportableunderSouth Carolina’snewproceduresin that it invokes

2 what I would term a “hindsight” standardof review, which is an incorrect

3 interpretation of the prudence standard historically used by regulatory

4 commissions.Referringto Phillips’;

5 “Prudencethus involvesforesight,not hindsight. Decisionsmust

6 bejudgedas to their reasonablenessat the time theywere made

7 andnotafterthefact.”

8 ProfessorBonbright has used similar language in his book on regulation.

9 Therefore,to the extentthat Mr. Bradfordis suggestingthat themerepresenceof

10 a significant rateimpact is sufficient reasonto concludethat imprudentactions

Ii occurred,regardlessof South Carolina’snew monitoring proceduresunder the

12 Act, is clearly an after-the-fact hindsight standardof review that should be

13 rejected.

14 Q. ON PAGE 5, LINES 15-19,MR. BRADFORD SAYS THAT NEITHER A

15 PAPER MILL NOR AN OIL REFINERY “ENJOYS” THE ABILITY TO

16 RECOVER “A VERY SUBSTANTIAL PORTION” OF THEIR COSTS

17 BEFORE THE PLANT EVER OPERATES. IS THIS COMPARISON

18 REASONABLE?

19 A. This comparisonis unreasonableandimmaterialto this proceeding. In the first

20 place, the Companydoesnot seek in this proceedingto recovera “substantial

21 portion” of its costs beforethe plant operates,ratherthe recoveryof both pre-

Phillips, CharlesF., “The Regulationof Public Utilities,” PublicUtility Reports,Inc.,

Arlington,VA, 1993,p340.
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1 constructioncosts and plant constructioncosts are to be adjudicatedin future

2 proceedings.In addition,oil refineriesandpapermills arein competitivemarkets

3 which obviouslyhavedifferentoperatingandcostrecoveryparametersthandoes

4 DukeEnergyCarolinas. For example,unlike Duke EnergyCarolinas,neitheroil

5 refineriesnor papermills have an obligation to serve all customersrequesting

6 service. Also, becauseoil refineries and papermills operatein competitive

7 markets,unlike Duke EnergyCarolinas,they canestablishwhateverprice they

8 desire,and canmove theiroperationsto anotherstateor country. In short, Mr.

9 Bradford’sexampleis irrelevantin thiscase.

10 Q. ON PAGE 7, LINES 17-22,MR. BRADFORD SUGGESTS THE FAILURE

11 OF ENRON AND OTHERS INDICATES THAT ONLY AFI’ER THE

12 FAILURE WAS IMPRUDENCE REVEALED, AND THE SAME AFTER

13 THE FACT SITUATION IS TRUE FOR A UTILITY. IS HE CORRECT?

14 A. He is not correct and againhe seemsto basethis conclusionon the historical

15 regulatorymodel that examinednuclearcost overruns. This historical process

16 commencedinvestigationsofprudenceafterthe plantwas at or nearcompletion

17 and only after the impact of significant cost overrunswas evident. South

18 Carolina’snewprocessallows for ongoingmonitoring and oversightduring the

19 entire constructionprocess,includingspecific attentionto anychangesfrom the

20 original plans relatedto the scheduleor costs. Further, the Commissionhas

21 authority underSection58-33-225(E)and (F) of the South Carolinastatutes,to

22 denycostrecoveryfor individual items of costsif it determinesin a subsequent
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1 proceedingafterissuingaproject developmentorderthatsuchindividual itemsof

2 costwereimprudentlyincurredor that otherdecisionssubsequentto the issuance

3 of the order were imprudentlymade. In short, I believe this Commissionhas

4 ampleauthorityto monitor DukeEnergyCarolinas’ conductin a way that may

5 not be available in the competitive market environmentthat Mr. Bradford

6 continuallyrelieson.

7 Q. ON PAGE 8, LINES 2-5, Mit BRADFORD SAYS THAT “ONCE THE

8 SOUTH CAROLINA COMMISSION DETERMINES PRUDENCE IN

9 THIS PROCEEDING IT MAY BE FORECLOSED FROM REVISITING

10 THAT DETERMINATION EVEN IF LATER EVENTS REVEAL THAT IT

11 WAS QUESTIONABLE.” IS THIS ACCURATE?

12 A. It is not accuratein thatit is misleadingandit againmischaracterizesthestatutory

13 process. What is accurateis that under the Act, once this Commissionhas

14 determinedthat the recovery of pre-constructioncosts is prudent, then this

15 decisioncannotbe revisited. However,aspreviouslyexplained,S.C. Code§58-

16 33-225(E)and (F) allows for anypartyto seekthe disallowanceof the costsof

17 specific items in the future proceedingwhich addressesrecovering the pre-

18 constructioncostsin rates.

19 Q. ON PAGE 8, LINES 16- 19, MR. BRADFORD STATES THAT IF THE

20 COMMISSION APPROVES DUKE ENERGY CAROLINA’S REQUEST

21 IT WILL “EXPOSE CUSTOMERS TO SOME RISK OF BEARING

22 IMPRUDENT COSTS.” IS THIS TRUE?
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1 A. No, it is not true. As I statedin severalprior answers,this caseis aboutaProject

2 DevelopmentApplicationwhich, if approved,affirms the Company’sdecisionto

3 incurpre-constructioncostsfor the LeeNuclearStation. With respectto thepre-

4 constructioncosts,asI statedabove,S.C. Code§58-33-225(E)and(F) allows for

5 the Commissionto disallow pre-constructioncosts in a future proceedingif

6 anotherpartyestablishestheimprudenceofspecific itemsofcost.

7 III. THE NEED FOR POWERAND THE COST OF THE

8 PROPOSEDFACILITY

9 Q. MR. BRADFORD, AT THE BOTTOM OF PAGE 9 AND THE TOP OF

10 PAGE 10,DISCUSSESHOW “A STATUTORY” REQUIREMENT “FOR A

11 PRUDENCE DETERMINATION IS THAT THE POWER BE

12 NEEDED”...AND THAT “POWER COSTING TWENTY-FIVE CENTS

13 PER kWh” HAS “LITTLE OR NO NEED.” PLEASE RESPONDTO THIS

14 STATEMENT?

15 A. Again, Mr. Bradford’s claims have no merit. First, there is ample evidence

16 discussedin thetestimonyofotherCompanywitnessesandfoundin DukeEnergy

17 Carolina’s IRP that there is a growing need for baseloadgenerationin South

18 CarolinaandNorth Carolina(aswell as throughoutthe Southeast). Second,his

19 statementaboutthepowernotbeingneededif it costtwenty-fivecentsperkWh is

20 not relevantto this hearing. Sucha claim,albeit invalid, couldbe relevantif the

21 Commissionwereconsideringa BaseLoadReviewApplication oran application

22 for a certificateunder the Utility Facility Siting and EnvironmentalProtection
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1 Act. Indeed,theCompanyhasnot evenyet decidedto build theplant. Third,Mr.

2 Bradford’scostperkWh is not consistentwith the costestimatesprovidedin the

3 June,2007 KeystoneCenterreport that Mr. Bradford took part in. Fourth, I

4 would point to both Duke Energy Carolina’s track record of building and

5 operating efficient nuclearunits and this State’strack record of low rates as

6 anotherreasonto disputeMr. Bradford’s fears of “unaffordable” electric rates

7 resulting from this proposedfacility. Indeed, if the Keystone projection is

8 accurate,eventhe “high” rangeof its levelizedrateper kWh could likely be a

9 welcomerelief to electriccustomersin highercoststateslike New York (average

10 total and residentialratein 2007of15.27 and 16.89 cents/kWhrespectively)or

11 Maine (average total and residential rate of 11.80 and 13.80 cents/kWh

12 respectively).

13 Thereis anotherimportantpoint that requiresdiscussionwith respectto

14 Mi. Bradford’s comments. This hearingis really aboutplanning for the future,

15 keeping the nuclear option open, and the statutory obligation that this

16 CommissionandDukeEnergyCarolinasmust fulfill in planningand building to

17 meetfutureelectricdemand.

18 Q. PLEASE DISCUSS YOUR LAST POINT THAT THIS HEARING IS

19 REALLY ABOUT PLANNING AND PREPARINGFOR THE FUTURE.

20 A. This Commissionand this Companyhave a statutoryobligation to ensurethat

21 bothcurrentandfuture SouthCarolinianshaveavailableto themadequatelevels

22 of reliable, reasonablypriced electricity. To fulfill this obligation they
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1 collectively undertake long-term planning and construction of generation

2 resources.And their trackrecordindicatesbothpartieshavebeenverysuccessful

in fulfilling this obligation. By any measure,Dukeprovidesmore reliableand

4 lower cost electric servicethan what is availablein most other statesand they

5 haveprovento beoneofthe bestnucleargenerationcompaniesin the countryas

6 pointedout in the testimonyof Mr. Jamil. Theproofof the effectivenessof this

7 Commissionandthe electricutilities in this Stateis evidencedby the fact that this

8 State hashistorically been able to provide its citizens reliable and adequate

9 electric service at ratesbelow the national average. In the latestEIA Annual

10 Report(Nov. 2007),South Carolina’saverageresidentialandaverageall sector

11 electric rateswere 13.2% and21.6%below the nationalaverage. Mr. Bradford

12 assertsthat we should learnfrom the past (testimonypages14 through 16). I

13 would agree,andthus I mustpoint out thatthe trackrecordof this Commission

14 andthis Companyis verygood,andI believethatwill continue,particularlygiven

15 theprovisionsin theAct.

16 I would also point out my past experiencein dealingwith thesesame

17 issuesandin frying to plangenerationresources10 and 20 yearsinto the future.

18 In a rapidly growingStatelike South Carolina(and NorthCarolina),neither the

19 Companynor the Commissionhasthe luxury of waiting to seewhat happensor

20 continuing to delay making decisionson resourceoptions. To put this in

21 perspective,since 1990, South Carolina’s and North Carolina’s combined

22 populationshavegrownby about3.3 million people(a total growthin population
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1 over these17 yearsof about33%). In just thelastsevenyears, SouthCarolina’s

2 and North Carolina’s population has grown by 1.41 million people. In

3 comparison,the two NortheaststateswhereMr. Bradfordwasa stateregulatory

4 commissionerhaveactuallyseena populationdeclineofover 600,000people. In

5 my opinion, regulatorsin a high growth arealike the Carolinasmust approach

6 electricgenerationplanningwith adifferent focus,in termsofresourcereliability,

7 diversityin fuel mix, andplanningurgency,ascomparedto regulatorsin a stateor

8 regionwith essentiallystagnantpopulationgrowth. Simplyput, if wewait to see

9 if otheroptionsbecomeviable,wemaybe toolate.

10 Q. IN HIS TESTIMONY ON PAGE 10, MR. BRADFORD ASSERTS THAT

11 THE COMMISSION SHOULD LOWER DUKE ENERGY CAROLINA’S

12 RETURN ON EQUITY BECAUSE THE BASELOAD REVIEW ACT

13 SHIFTS RISK FROM THE COMPANY’S INVESTORS TO THE

14 COMPANY’S CUSTOMERS. DO YOU AGREE?

15 A. I disagreewith Mr. Bradford. Again, theGeneralAssemblydebatedandpassed

16 the BaseloadReview Act and made no provision for lowering a utility’s

17 authorizedreturn on equity (“ROE”) becauseit was prudently incurring pre-

18 constructionnucleardevelopmentcosts. In addition,theargumentsMr. Bradford

19 and othersuseto opposenucleargeneration—suchasunknowncosts,uncertain

20 reliability, and high risk disposalissues— would argue that nucleargeneration

21 increasesthe Company’srisk which would equateto a higher returnon equity.

22 Regardless,the issueofrisk andthe relatedreturnon equity is not relevantto this
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1 proceeding.

2 Q. MR. BRADFORD, AT PAGE 11 LINES 20-22, SAYS THAT NO COST

3 ESTIMATES ARE GIVEN IN THIS PROCEEDING. IS THIS CORRECT?

4 A. He is technically correct but literally wrong, and he is again either

5 misunderstandingormisstatingthepurposeof this proceeding.WhenI sayhe is

6 technically correct but literally wrong I mean be ignores the fact that such

7 information was included in the Company’s last integratedresourceplanning

8 processwhich led to the filing of the 2007 AnnualPlan in November2007. In

9 addition,that informationwill beupdatedin its nextIRP filing in the lastquarter

10 of this year. Moreover,that cost information is not requiredin this filing. This

11 proceedingis not to litigate andapprovetheconstructioncostsfor LeeNuclear—

12 that would comein a future combinedbaseloadreview applicationproceeding.

13 This proceeding is to determine if it is prudent to incur pre-construction

14 developmentcosts in a rising cost environmentwith many future regulatory

15 uncertainties— not the leastofwhich is the form afuture carbonregulationmay

16 take. DukeEnergyCarolinasbelievesthat it is prudentto continueto incur pre-

17 constructioncosts to preservethe proposedLee NuclearStation as a resource

18 optionatthis time,andI agree.

19 IV. LICENSING PROCESSAND OTHER ISSUES

20 Q. MR. BRADFORD TESTIFIES TO HIS SKEPTICISM OF THE

21 TESTIMONY OF DUKE ENERGY CAROLINA’S CHIEF NUCLEAR

22 OFFICER,, MR. JAMIL, THAT THE LEE NUCLEAR STATION WILL
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1 HAVE A CAPACITY FACTOR EXPECTED TO EXCEED 90%. DO YOU

2 HAVE AN OPINION AS TO LEE NUCLEAR STATION’S CAPACITY

3 FACTORS?

4 A. I would certainlydeferto Mr. Jamil,who hasultimateresponsibilityfor thesafe

5 andreliableoperationofall ofDukeEnergyCarolinas’nucleargeneratingunits.

6 I am not an experton nuclearcapacityfactors,but I do know that Duke Energy

7 Carolina’sunitsareamongthetopperformersevenamongtheU.S. fleet.

8 Q. ON PAGES 17 AND 18 MR. BRADFORD DISCUSSES THE NRC

9 LICENSING PROCESS AND SUGGESTS THE NEW PROCESS MIGHT

10 BE COUNTERPRODUCTIVE. DO YOU AGREE?

11 A. Again, I believethis issuehasno bearingon the applicationin this docket. The

12 BaseloadReview Act doesnot require the Commissionto assessthe NRC’s

13 licensingprocessbeforeapprovingsuchanapplication.

14 Q. DO YOU HAVE ANY FURTHER THOUGHTS ABOUT THE FILING THE

15 COMPANY HAS MADE?

16 A. Yes. Thereareseveralpoints I would like to make. First, contraryto muchof

17 Mr. Bradford’stestimonyin this case,thishearingis not aboutconstructioncosts

18 orprudencereviewsof thosecosts,ratherit is aboutplanningelectricgeneration

19 for decadesto comeandfor SouthCaroliniansyet unborn. In ahigh growth area

20 like South Carolina, the planning and construction of baseloadgenerating

21 facilities is aprocessthatrequirescommitmentsandplanningyearsaheadofplant

22 operations.This is a burdensomeresponsibility,but historyhasproventhat this
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1 Commissionhasundertakenthis responsibilitywith consistentlypositiveresults.

2 Now, asin thelate l970sand 1980s,thisCommissionandthis Companyis faced

3 with theprospectofplanning, approving,and building significant levels of new

4 baseloadgeneratingfacilities. It is my opinion,andthis is supportedby theSouth

5 CarolinaandNorthCarolinaLegislatures,that onepieceofthat futuregeneration

6 mix shouldprobablyincludethenuclearoption.

7 Thisproceedingis aboutwhetherornot thisnuclearoptionshouldbekeptopenas

8 a potential generationresourceto serve this Statein the 2018 timeframe— the

9 point in time whencurrentstudiesindicatethis generationwould be needed.At

10 the sametime, we shouldkeepin mind that the lastbaseloadplant DukeEnergy

11 Carolinasbroughtonto its systemwasin 1986, that DukeEnergyCarolinashas

12 severalolder coal fired plants that are facing retirement, that there is great

13 uncertaintyaboutthe issueoffuturecarbontaxesor limitations,andthis Stateis a

14 fastgrowingstatein oneof the fastestgrowing regionsofthecountry. Givenall

15 these considerations,I believe that approving the Company’s request and

16 effectively keepingnucleargenerationon the table as an option for the 2018

17 timeframeis prudent. In fact, given futureuncertaintyaroundcarbonregulation,

18 it would seemto me to be imprudentnot to continueto preservenuclearasan

19 optionat this time.

20 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

21 A. Yes.
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Dec. 14, 1995. “TheRegulatoryRoleIn DSM: Who Pays?”

presentedatCarolinaPowerandLight
“Quantifying theValueofStrandedInvestment: Company’sIRPPublicParticipationCommittee
A DynamicModelingApproach,”atthe 15th Seminar,June1994.
AnnualBonbrightCenterElectricandNatural
GasConference,October9-11,1995,Atlanta, “TheRegulatoryProcessIn NorthCarolina,”
Georgia. NorthCarolinaTelephoneAssociation,June

1991.
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Testimony inclusionofageneratingplantin ratebaseandto
therecoveryofRTO (Gridsouth)relatedcosts,

Providedtestimonyfor GeorgiaPowerin its DocketNo. 2004-178-E,October,2004.
2007IntegratedResourcePlanreviewingthe
planfiled by the Companyanddiscussingbow Presentedtestimonyon behalfofEntergy
its demand-sideproposalswere reasonable, MississippibeforetheMississippicivil court
comparedtheCompany’sdemand-sideproposals dealingwithmaintainingtheconfidentialityof
to thosefoundin neighboringstates,and specialusecontracts,August,2004.
discussedtheapplicationofthevarioustests
usedto evaluatedemand-sideprograms(TRC, PresentedrebuttaltestimonybeforetheSouth
RIM, PTC),Docketnumber24505-U,May, CarolinaPublicUtility Commissionfor South
2007. CarolinaPipelineCompanyrelatedto the

reasonsfor continuingaprogramthat allows
Presentedtwo testimonies before the South flexible, competitivebasedpricingfor large,
CarolinaPublic ServiceCommissionon behalf interruptiblecustomersthathavealternative
of SouthCarolinaElectric andGas,DukeEnergy fuels,DocketNo. 2004-6-G,May29, 2004.
and Progress Energy Carolinas in the
investigation of adoption of energyefficiency Presentedtestimonybeforethe GeorgiaPublic
and generationstandardsrelatedto the Energy ServiceCommissionon theappropriaterangefor
Policy Act of 2005, Dockets No. 2005-385-E aretunion equity earningsband(aform of
andNo. 2005-386-E,April, 2007. performancebasedregulation)to setin a

SavannahElectric & PowerCompanyratecase,
PresentedtestimonybeforetheNorthCarolina DocketNo. 14618-U,April, 2002.
PublicUtilities CommissiononbehalfofDuke
EnergyandProgressEnergyCarolinasin the PresentedtestimonybeforetheGeorgiaPublic
investigationof adoptionofenergyefficiency ServiceCommissionon theappropriaterangefor
andgenerationstandardsrelatedto theEnergy areturnon equity earningsband(aform of
Policy Act of2005,November,2006,Docket performancebasedregulation)to set in a Georgia
No. E-100, Sub108. PowerCompanyratecase,DocketNo. 14000-U,

November19, 2001.
PresentedtestimonybeforetheNorthCarolina
PublicUtilities Commissionon behalfofDuke PresentedtestimonybeforetheGeorgiaPublic
Energyin the investigationofDukeEnergy’s ServiceCommissiononbehalfofScanaEnergy
2006IntegratedResourcePlan,June,2006, Marketingrelatedto affiliate relationshipsand
DocketNo. E-lOO, Sub103. theappropriateaffiliate rulesbetweenAtlanta

GasLight Company’sregulatedandunregulated
Providedtestimonyfor GeorgiaPowerin its affiliates. DocketNo. 146060-U,August24,
2005FuelAdjustmentHearingon theissueof 2001.
theappropriatepricingmethodologyfor the
dispatchand saleofelectricityin theSouthern PresentedtestimonybeforetheNorthCarolina
Companysystem,Docketnumber19142-U, PublicUtilities Commissionon behalfof
April, 2005. SCANACorporationregardingissuesrelatedto

marketpowerin its mergerwithPublicService
Presentedtestimonyon behalfofSouthCarolina CompanyofNorthCarolina,DocketNo. G-5,
Electric andGasCompanybeforethe South Sub400; G-3,Sub0.
CarolinaPublicUtility Commissionfor South
CarolinaPipelineCompanyrelatedto the
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PresentedtestimonybeforetheSouthCarolina SupportofPerformanceBasedRegulationfor
Public ServiceCommissiononbehalfof South GTE South Inc., DocketNo. P-19,Sub277,
CarolinaPipelineCorporationregardingissues beforetheNorthCarolinaUtility Commission,
relatedto its annualreviewofgascostsas fIled Nov. 22, 1995.
reflectedin its purchasegasadjustmentcharge,
DocketNo. 1999-007-G,September,1999. StrandedCostRegulatoryPolicyandRecovery

TestimonybeforetheSouthCarolinaPublic
PresentedtestimonybeforetheArkansasPublic ServiceCommission,theCommissionapproved
ServiceCommissiononbehalfofEntergy therequestDr. Wrightwasadvocating,Docket
Arkansas,Inc. regardingregulatorypolicies No. 95-1000-E,October27,1995.
relatedto thedefmitionofpublic utilities asit
impactsciting requirementsofnon-utilityowned Performancebasedratemakingmechanismand
generatingfacilities, DocketsNo. 98-337-U, ratelevels,testimonyonbehalfofSouth
March 9, 1999. CarolinaPipelineCorporation,DocketNo. 90-

588-G,filed August3, 1995.
PresentedRebuttalarid Surrebuttaltestimony
beforetheLouisianaPublic ServiceCommission PrudenceReviewofPowerResourcePlanning
on behalfofEntergyLouisiana,Inc. andEntergy for CentralVermontPublicServiceCompany,
Gulf Statesregardingregulatorypoliciesrelated DocketNo. 5724, September7, 1994.
to strandedcostrecoveryandon theissueof
whetherinvestorshavebeencompensatedfor the RebuttaltestimonyonbehalfofCentralVermont
risk ofnotrecoveringstrandedcosts,Dockets Public ServiceCompany,Docket5724,
Nos.U-22092SCandU-20925,September, September7, 1994.
1998.

Surrebuttaltestimonyon behalfofCentral
Presentedtestimonyto theSouthCarolinaPublic VermontPublicServiceCompany,DocketNo.
Utility Commissionfor SouthCarolinaPipeline 5724,September9, 1994.
Corp. relatedto acquisitionadjustmentsand
regulatorypoliciesrelatedto performancebased
regulation,DocketNo. 90-588-G,June,1998.

Education
TestifiedbeforetheMississippiPublicService Dr. Wright receivedaPh.D. in Economicsfrom
Commissionon issuesrelatedto the
establishmentofretail electriccompetition, NorthCarolinaStateUniversity,focusingon
including ISO establishment,regionalpower regulatoryandenvironmentaleconomics,andis

amemberofthehonorsociety.
exchanges,legislation,taxesandregulatory
polices,April 16, 17, 1997. He receivedanMBA in financefrom Georgia

StateUniversityin 1978,graduatingwith honors.
SupportofTransitionProposalsfiled by Virginia
PowerCorporation,March, 1997. HereceivedaMasterof EconomicsfromNorth

CarolinaStateUniversity in 1991 andwasa
EntergyArkansastestimonyin supportof memberofthehonorsociety.
Transitionto CompetitionFiling, 1997.

EntergyLouisianatestimonyin supportof HereceivedaB.S.in Chemistiyfrom Valdosta
Transitionto CompetitionFiling, 1997. StateCollegein Valdosta,Georgia,graduatingMagnaCum Laud.
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In addition,hehascompletedtheMichiganState
UniversityRegulatoryCourse,severalother
NARUC courseson regulation,beenan
instructoron regulatoryissuesat several
NARUC courses,completedmanagement
coursesat CorningGlassandfinancialseminars
atBankBostonandMerrill Lynch dealingwith
regulation.
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BEFORE
THE PUBLIC SERVICE COMMISSION

OF SOUTH CAROLINA
DOCKET NO. 2007-440-E

In the Matterof )
) CERTIFICATE OF SERVICE

Application of Duke Energy Carolinas, LLC )
for Approval of Decisionto Incur Nuclear )
Generation Pre-Construction CostsFor the )
Lee Nuclear Stationin CherokeeCounty )

This is to certify that I, Leslie L. Allen, a legal assistantwith the law firm of

Robinson, McFadden& Moore, P.C., have this day causedto be served upon the

person(s)namedbelow the Rebuttal Testimony of Julius A. Wright on behalf of

Duke Energy Carolinas, LLC in the foregoingmatterby placing a copy of same in the

United States Mail, postage prepaid, in an envelope addressed as follows:

NanetteS.Edwards, Esquire
C. Lessie Hammonds, Esquire
Office of Regulatory Staff
P.O. Box 11236
Columbia, SC 29211

Scott A. Elliott, Esquire
SCEnergy Users Committee
Elliott & Elliott, PA
721 Olive Avenue
Columbia,SC 29205

RobertGuild, Esquire
Friendsof theEarth
314 Pall Mall
Columbia,SC 29201

Datedat Columbia, SouthCarolinathis 2nd dayof April, 2008.

LeslieL. Allen


